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State regulation generally is exercised by means of the police power for the promotion of the health, safety, morals, and welfare 


of the inhabitants of the states; ! and there is no absolute right to contract free of state regulation under the police power.” 
However, the power of the states to regulate and limit liberty of contract is subject to the limitation that the limitations imposed 


must be reasonable.” State legislation that invades freedom of contract can be sustained only if it both relates to the claimed 


objective and employs means which are both reasonable and reasonably appropriate to secure such objective.“ 
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Observation: 


The legislature's general police power gives it broad authority to limit prospectively what parties may contract for, but it may 


retroactively impair existing contracts only through the necessary police power, which is much narrower. 





The Due Process Clause of the 14th Amendment has very greatly restricted the power of a state to impose conditions substantially 
affecting foreign rights sought to be enforced within its borders, if jurisdiction is assumed by the courts of a state of an action 


involving the enforcement of such rights.° 


Because of the Due Process Clause, a state statute cannot modify the substantive rights involved in a contract, the operation of 
which is extraterritorial or substantially so as far as the state is concerned.’ A state cannot extend the effect of its laws beyond 


its borders so as to destroy or impair the right of citizens of other states to make a contract not operative within its jurisdiction 


and lawful where made.® A state statute may not validly affect rights and obligations arising from contracts which are not made 
or to be performed in the state, and may not, consistent with the Due Process Clause, penalize or tax a contract entered into 


and to be performed outside the state, even though one of the contracting parties is within the state.” A state may not prohibit 
one of its citizens from making contracts outside its limits and jurisdiction where they are to be performed outside the state. 10 
It follows that a state statute, placing a limitation upon the power to enter into particular contracts, can reach only contracts 
made within the state. |! Moreover, it may not prohibit one of its citizens from doing an act which is merely the performance 


of a condition rendered necessary by the provisions of such a contract affecting property which is located within its borders. 12 


Furthermore, it may not, in an action based upon a contract lawful where made and operative, enlarge the obligations of the 


parties to accord with every local statutory policy solely upon the ground that one of the parties is its own citizen. 13 


The place where the contract is made is of the utmost significance in determining the application of the foregoing rules, for where 


the contract is entered into within a state, its terms, obligations, and sanctions are subject, in some measure, to the legislative 


control of such state, notwithstanding that such a contract is to be performed elsewhere. a 
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